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By  JAMES  DEANS. 


Co  operative  Finance. 


T T will  be  Ireely  granted  by  every  person  who  has 
I devoted  the  most  partial  attention  to  the  question, 
that  there  is  no  more  important  matter  connected 
with  industrial  co-operation  than  the  arrangement  of  every 
detail  relating  to  its  finances  on  the  most  safe  and  secure 
conditions,  and  the  possession,  as  far  as  possible,  by  every 
investor  in  the  funds  of  a co-operative  society  of  a clear 
and  accurate  knowledge  of  these  conditions. 

When  it  is  considered  that  the  amount  presently 
invested  in  the  various  operations  of  co-operation  nearly 
reaches  the  gigantic  amount  of  thirty-seven  million  pounds 
sterling,  and  that  this  stupendous  sum  of  money  almost 
entirely  consists  of  the  hard-earned  savings  of  many 
thousands  of  working-men — and,  further,  that  with  the 
growth  of  co-operation  this  sum  will  be  ever  on  the 
increase,  while  the  future  operations  of  co-operation  in 
production  will,  naturally,  be  of  a much  more  difficult 
and  risky  nature — the  imperative  need  of  methods  of 
sound  finance,  and  such  a clear  and  wide-spread  intelli- 
gence of  these  methods  as  will  inspire  confidence,  is  borne 
upon  the  mind  with  irresistible  force. 

There  is  also  the  important  factor,  that  the  opponents 
of  co-operation,  who  are  constantly  increasing  both  in 
strength  and  influence,  having  come  to  the  conclusion 
that  finance  is  the  most  vulnerable  part  of  co-operative 
enterprise,  are  ceaseless  in  their  efforts  to  destroy  its 
commercial  fabric,  and  it  is  now  a fierce  light  that  beats 
upon  the  balance-sheets  of  co-operative  societies.  For 
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this  if  for  no  other  reason,  it  is  the  duty  of  everyone 
concerned  to  insist  that  everything  relating  to  the  financ- 
ing of  co-operative  societies  should  be  conducted  with 
thai  care  and  accuracy  which  will  enable  them  to  sustain, 
witl  out  fear,  the  most  searching  criticism  and  inspection. 

I1  is  not  my  purpose  to  traverse  in  this  brief  paper  the 
enti  :e  field  of  co-operative  finance — that  task  is  far  beyond 
my  capacity — but  rather  to  confine  my  observations  to 
such  vital  matters  as  the  questions  of  shares,  loans, 
deposits,  and  banking,  with  which  it  is  essential  that  all 
whc  take  an  active  and  responsible  part  in  the  affairs  of 
co-operative  societies  should  be  familiar. 

Transferable  Shares. 

Ii.  the  pioneer  days  of  co-operation  in  Scotland,  the 
shaies  of  the  societies,  with  very  few  exceptions,  were 
trarsferable  and  not  withdrawable.  There  was  much 
wise  om  in  this  arrangement  worthy  of  the  sagacity  and 
cam  ion  of  the  men  who  so  successfuly  laid  the  foundations 
of  (o-operative  enterprise  in  Scotland.  In  these  early 
times  there  was,  not  without  reason,  a prevailing  lack  of 
confidence  in  the  stability  of  co-operation,  and  the  object 
of  the  transferable  shares  was  to  protect  the  capital  of 
the  small  and  struggling  societies  against  any  sudden 
panic,  and  consequent  run  upon  their  funds.  Experience 
pro\ed  that  this  precaution  was  necessary,  and  it  was 
doul)tless  the  means  of  saving  many  young  societies  from 
ruin  and  possibly  the  whole  of  the  movement  at  that 
time  from  irretrievable  disaster. 

A though  there  are  many  societies  which  have  dejtarted 
Iron  the  system  of  transferable  shares,  there  are  still  some 
sock  ties  which  adhere  to  it,  and  it  is  essential  that  the 
manner  in  which  transferable  shares  require  to  be  dealt 
with,  and  the  responsibilities  and  risks  incurred  if  they 
are  lot  treated  strictly  in  accordance  with  the  intentions 
of  tlie  Industrial  and  Provident  Societies  Act,  should  be 
mads  perfectly  clear  to  these  societies. 

Schedule  Xo.  2 of  the  Act,  clause  7,  stijnilates  that  the 
rules  of  a societv  shall  determine  " whether  the  shares, 
or  a ay  of  them,  shall  be  transferable,  and”  shall  make 
provision  ” for  the  form  of  transfer,  and  the  registration 
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of  the  shares,  and  for  the  consent  of  the  committee 
thereto.”  The  only  inferences  to  be  drawn  from  this 
excerpt  from  the  Act  are  that,  when  once  transferable 
shares  have  been  allocated  to  a member  and  registered 
in  the  society’s  books,  they  cannot,  under  any  circum- 
stances, be  withdrawn  from  the  funds  of  the  society  by 
the  member,  or  paid  out  by  the  society  ; that  transfer- 
able shares  when  once  issued  cannot  go  out  of  existence 
or  be  cancelled  ; that  should  a member  desire  to  recover 
his  capital  he  must  find  a transferee  to  the  satisfaction 
of  the  committee,  the  transferee  being  required  to  pay 
into  the  funds  of  the  society  the  full  value  of  the  shares 
which  belonged  to  the  withdrawing  member  before  the 
latter  is  entitled  to  receive  his  capital. 

The  fact  that  the  i)ayment  of  transferable  shares  on 
application  is  totally  at  variance  with  both  the  spirit  and 
letter  of  the  law  cannot  be  too  strongly  impressed  upon 
those  societies  whose  shares  are  transferable.  The 
obvious  intention  of  transferable  shares  is  to  maintain 
the  capital  of  the  society  intact,  which  is  impossible  if 
shares  are  j)aid  out  on  demand  ; while  the  pat'ment  of 
transferable  shares  in  the  manner  described  reduces  them 
to  the  level  of  withdrawable  shares,  and  raises  serious 
legal  questions  regarding  the  responsibilities  and  liabilities 
of  those  who  authorise  and  practise  this  method. 

It  is  also  necessary  to  direct  attention  to  the  fact  that 
the  society  paying  transferable  shares  on  apjilieation  is 
thereby  trading  in  its  own  shares,  and  is,  to  all  intents 
and  purposes,  becoming  a member  of  itself,  which  is  quite 
incompetent.  Take,  for  examjde,  the  case  of  companies 
registered  under  the  Companies  Acts  i8()2  to  1890,  the 
shares  of  which,  each  distinguished  by  its  aj)})ropriate 
number,  are  stated  to  be  transferable.  It  has  been 
definitely  decided  that  it  is  not  legal  for  a com})any  to 
purchase  its  own  shares,  even  when  that  jiower  is  taken 
in  its  memorandum  and  articles  of  association.  It  is 
quite  reasonable  to  infer,  in  relation  to  societies  registered 
under  the  Industrial  and  Provident  Societies  Act — 
especially  in  the  absence  of  any  sj^ecific  legislation  to  the 
contrary — that  the  law  as  applied  to  such  companies 
will  also  be  applied  to  co-operative  societies  in  similar 
circumstances. 
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It  might,  very  properly,  be  asked — Wlien  provision  is 
made  in  a society's  rules  for  the  payment  of  transferable 
shares  on  application,  is  it  still  illegal  for  a society  to  do 
SD  ; and,  if  so.  why  does  such  a rule  receive  the  sanction 
cf  the  Registrar  ? The  registration  of  rules  does  not. 
i 1 any  case,  make  them  law.  and  rules  are  only  operative 
v'hen  they  are  in  conformity  with  the  common  law  To 
i ivest  the  Registrar  with  the  responsibility  of  the  rules 
cf  co-operative  societies  being  in  strict  conformity  with 
every  phase  of  the  law  would  assume  an  amount  of  legal 
knowledge  on  his  part  which  it  is  imj)0ssible  for  anyone 
t)  possess,  and  would  place  upon  him  a responsibility 
which  no  one  would  undertake. 

Considering  the  serious  nature  oi  the  risks  and  the 
responsibilities  involved,  societies  who  still  prefer  trans- 
ferable shares  will  be  well  advised  to  decline  to  act  upon 
any  other  method  than  a proper  transfer  of  capital,  and 
t lus  keep  within  what  is  clearly  the  meaning  and.  intention 
of  the  Act. 


B.vnkixg. 

The  question  of  co-operative  societies  carrying  on  the 
business  of  banking  is  closely  related  to  and  requires  even 
more  careful  consideration  than  that  of  transferable  shares. 
The  principal  difficulty  in  dealing  with  the  question  of 
b inking  is  that,  while  the  provisions  contained  in  the  Act 
vith  regard  to  it  are  verv  meagre  in  detail,  they  must  be 
S'  rictly  adhered  to  ; at  the  same  time  they  can  be  applied 
without  any  serious  difficulty  if  proper  care  be  exercised. 

Section  No.  4.  sub-section  {b).  provides  that  the  society 
carrying  on  the  business  of  banking  shall  be  subject  to 
tiie  provisions  contained  in  the  Act.  There  are  some  who 
contend  that  no  section  of  the  Act  makes  specific  pro- 
v sions  for  a society  carrying  on  the  business  of  banking, 
a id  that  it  is,  therefore,  unnecessary  to  make  provision 
fcr  banking  in  the  rules  of  the  societv. 

Section  Xo.  4 provides  that  a society  registered  under 
ti  e Act  is  a society  for  carrying  on  any  industries, 
businesses,  or  trades  specified  in.  or  authorised  bv.  its 
ri  les  ; from  which  it  is  quite  apparent  that  a society 
Cc  nnot  cairy  on  any  business  not  specifically  stated  in 
it;  rules. 
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Section  Xo.  10,  read  in  connection  with  Schedule  *2 
(annexed  to  the  Act),  details  the  matters  to  be  provided 
for  in  the  rules  of  a society.  The  first  of  these  is  the 
“ objects,"  in  which  it  is  necessary  to  include  the  business 
of  banking  where  the  shares  are  transferable. 

Section  Xo.  19  is  the  leading  section  of  the  Act  on  the 
subject  of  banking,  and  it  provides  that  no  society  which 
has  anv  withdrawable  capital  shall  carry  on  the  business 
of  banking  : and.  further,  that  a statement,  in  the  form 
of  the  third  Schedule  of  the  Act,  shall  be  made  out  twice 
in  each  vear  and  kept  conspicuously  hung  in  the  registered 
office  and  every  other  office  or  place  of  business  belonging 
to  the  society  where  the  business  of  banking  is  carried  on. 
(The  last  clause  does  not  imply  that  this  statement  is  to 
be  hung  up  in  everv  one  of  the  society’s  branches,  but 
onh’  in  those  places  where  the  business  of  banking  is 
transacted.)  It  is  unnecessary  to  give  here  in  detail  the 
nature  of  the  statement  referred  to  : it  is  sufficient  to 
note  that  it  consists  of  a statement  of  the  capital,  liabilities, 
and  assets  of  the  society  at  that  date. 

The  above  is  a complete  outline  of  the  provisions  of  the 
Act  regarding  banking,  which  must  be  strictly  observed 
in  every  detail  bv  the  society  which  undertakes  to  carry 
on  the  business  of  banking.  In  my  opinion,  the  most 
important  of  these  provisions  is  that  referring  to  transfer- 
able shares. 

In  order  to  complv  with  the  Act  and  its  regulations, 
it  is  necessarv  in  the  case  of  a society  doing  banking  to 
register  and  number  each  share,  and  no  payment  can  be 
made  except  to  a dulv-constituted  transferee,  under 
which  the  shares  are  taken  over  by  a new  or  existing 
member.  The  dehnite  intention  of  the  Act  is  to  give  a 
fixity  of  securitv  to  the  depositor.  .\s  a proof  of  this. 
Section  19  provides  for  societies  with  withdrawable  capital 
taking  deposits  of  not  more  than  los.  in  anyone  pavment, 
nor  more  than  £20  from  any  one  depositor,  and  also 
provides  that  a societv  which  takes  such  deposits  cannot 
make  any  pavment  of  withdrawable  capital  while  any 
claim  due  on  account  of  any  deposit  is  unsatisfied ; which 
means,  in  the  event  of  a society  not  having  sufficient 
capital  to  meet  a claim  made  by  a depositor,  that  no 
withdrawable  capital  can  be  yiaid  to  any  member  until 
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this  depositor’s  claim  is  met,  thus  practically  making  the 
capital  of  the  society  transferable  for  the  time  bemg. 
I'or  these  reasons  it  must  be  apparent  that  any  society 
Hath  transferable  shares,  which  pays  them  out  on  applica- 
lion.  is  not  entitled  to  undertake  the  business  of  banking. 

Let  us  briefly  consider  the  question  of  what  really 
constitutes  banking  by  a co-operative  society.  Section 
’So.  IQ,  sub-section  3.  jirovides  that  the  taking  of  deposi  s 
i)f  not  more  than  los.  in  any  one  payment,  nor  more  than 
120  from  any  one  depositor,  shall  not  be  included  m the 
Dusiness  of  banking  within  the  meaning  of  the  Act  ; fiom 
vvhich  it  is  a fair  and  reasonable  deduction  that  any  societs 
receiving  larger  sums  is  engaged  in  the  business  bank- 
ing and  is  subject  to  the  conditions  contained  111  the  Act 
relating  to  banking.  If  this  deduction  is  correct-which, 
in  the  opinion  of  authorities,  it  is-it  naturally  follows 
that  a society  whose  capital  is  withdrawable,  either  by 
rule  or  practice  is  engaged  in  banking  within  the  meaning 
of  the  Act  if  it  accepts  loans  or  deposits  in  excps  of  the 
small  deposits  already  mentioned  either  at  call  or  short 
notice  : and  a society  accepting  such  loans  or  deposits 
in  the  manner  described  is  engaged  in  banking  in  opposi  1011 
to  the  provisions  and  regulations  of  the  Act.  and  is  com- 
mitting an  offence  under  the  Act.  Section  Ao.  62.  sub- 
section 3,  provides  that  it  shall  be  an  oftence  under  the 
Act  if  a societ\-  carries  on  the  business  of  banking  when  1 

has  withdrawable  share  capital. 

WiTHDK.VWABLE  SHARES. 

An  important  question  arises  as  to  the  position  of  the 
capital  of  a liquidated  society  which  has  eithei 
or  practice,  had  withdrawable  shares,  and  has  taken  loa  . 
from  its  members,  repayable  at  call  or  on  short  notice, 
contrary  to  the  provisions  contained  in  its  rules  in  con 
nection'  with  loans.  It  has  hitherto  been  the  geneial 
opinion  that  capital  invested  under  these  „ 

at  least  with  the  claim  of  such  ordinary  creditors  as  tho.c 
merchants  who  have  supplied  the  society  i 

That  this  is  an  erroneous  opinion  is  unquestioi  c 
demonstrated  bv  the  decisions  of  the  courts  in  connection 
with  the  liquidation  of  the  Mexboro  Society.  ibi- 
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society  had  taken  loans  from  its  members  on  the  conditions 
dXell  above,  and  the  liquidator  refused  to  consider  these 

loans  as  having  any  legal  right  to  ynk  as  , 

nuestion  was  submitted  to  coiiit.  and  ^he  liquiaaioi  . 
action  was  upheld.  An  appeal  against  the  decision  vva^ 
rip  in  the  interests  of  the  loan-holders,  but  was  di^- 
nhssed!  It  decision  of  the  courts  in  this  matter  was 
confirmed  by  the  most  eminent  legal  authorities.  Tin 
case  demonstrates  very  clearly  the  necessity  of  ensuring 
that  societies  do  not  accept  loans  or  deposits  except  oi 

'’*’l't“vill  bf|enerallv®adiStm^^^  it  is  extremely  difficult 
for  a societv  of  average  dimensions  to  woik 
shares  in  strict  accordance  with  the  Act.  and  it  is.  ui  i y 
opinion  almost  impossible  for  any  large  retail  socie 
do  so  'it  can  be  advanced  against  the  s\jtem  of  tianjtei- 
able  shares  that  they  have  a direct  tendency  to  lestrict 
the  amount  of  share  capital  which  members  may  invest 
in  a society’s  funds  ; while,  on  the  other  hand,  theie  is 
the  fact  that  working-men  are  naturally  averse  to  in^^esting 
their  savings  where  they  cannot  secure  repayments  easily . 

It  if  Apparent  that  the  question  of  how  far,  and  undei 

what  cond\tions,  societies  can  safely  enpge  in 
of  banking  is  involved  in  considerable 

The  only  practical  way  to  avoid  the  dithculties  ma 
surrounc?  the  question  of  transferable  shares  and  banking 
is  the  universal  adoption  of  withdrawable  shares.  Foi 
long  time  there  was  a strong  prejudice  against  the  system 
oTfvithdrawable  shares,  and  it  was  no.  considered  a safe 
basis  upon  which  to  build  a 

St  havrattended  thf  adotthnot  withdrawable  shares 

taynSof Capita?  foSperSnot  exceeding  si.x  months 
m\he -event  of  an  extraordinary  run  bemg  made  upon 

the  society’s  capital,  is  ^ every  respect 
tective  purposes  as  transferable  shaies,  without  anv  ot 
the  inconveniences  and  risks  pertaining  to  that  system 
Withdrawable  shares  practically  provide  societies  with  all 
the  facilities  for  banking,  as  the  shares  can  be  paid  m and 
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withdrawn  with  the  utmost  freedom,  it  being  only 
.ecessary  to  enforce  the  time  allowance  when  the  directors 
re  of  opinion  that  the  necessities  of  the  society  demand  it. 

I would,  therefore,  strongly  advise  that  societies  should 
■dopt  the  system  of  withdrawable  shares,  and  thereby 
How  their  members  to  hold  up  to  £200,  which  is  the 
naximum  amount  permitted  by  law.  If  the  shares  do 
lot  provide  a sufficient  amount  of  capital,  further  amounts 
an  be  secured  by  loans  on  bonds  of  security,  forms  of 
Lgreement,  and  promissory  notes,  if  the  rules  permit. 
Jnder  this  system  and  these  conditions  there  is  no  reason 
vhy  a society  should  not  have  an  abundance  of  capital. 

The  opinions  expressed  in  this  paper  have  not  been 
ormed  in  haste,  but  after  careful  study  of  the  sections 
)f  the  Act  bearing  on  the  matters  dealt  with,  and  frequent 
consultations  with  Mr  P.  G.  Keyden,  solicitor  to  the  Co- 
)perative  Union  in  Scotland,  Mr  R.  J.  Smith,  C.A.,  public 
luditor,  and  others  who  are  acknowledged  authorities  on 
he  legality  of  such  questions. 


Co-operative  Finance. 


By  ROBERT  MACINTOSH. 

legislation  dealing  with  the  government  and 
I polity  of  co-operative  societies  is  to  be  found  in 
^ the  Industrial  and  Provident  Societies  Act  of  1893. 
It  is  to  this  Act  that  we  must  apply  for  guidance  on  the 
question  before  us.  and  it  is  when  making  a close  study 
of  [the  Act  that  difficulties  arise.  Especially  on  the  ques- 
tion of  loans  the  Act  does  not  seem  to  be  explicit  enough, 
and,  as  our  law  agent  puts  it,  “ would  be  better  of 

Section  10,  clause  i,  states  that  the  rules  of  a society 
registered  under  the  Act  shall  contain 

of  the  several  matters  mentioned  in  the  second  Schedule 
of  the  Act.  On  turning  to  this  second  Schedule  we  find 
that  the  rules  must  contain,  amongst  other  requiremen  s 

jst. — Determination  of  the  amount  of  interest,  not 
exceeding  £200  sterling,  in  the  shares  of  the 
society  which  any  member,  other  than  a regis- 
tered society,  may  hold. 
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At  this  point  one  might  enquire  with  some  wonder  how 
some  societies  go  one  better,  or  should  I sa.\  worse,  than 
our  legislators,  and  limit  the  holding  of  theii  members  to 
much  less  than  the  maximum  allowed  by  the  Act. 

2nd. Determination  as  to  w'hether  the  shares  are  to 

be  transferable,  or  determination  as  to  whethei 
the  shares  shall  be  withdrawable. 

^rd. — Determination  whether  the  society  ma\  con- 
tract loans  or  receive  money  on  deposit,  subject 
to  the  provisions  of  this  Act,  from  membeis  and 
others,  and,  if  so,  under  what  conditions,  on  what 
security,  and  to  what  limits  of  amount. 

Turn  now  to  Section  14  of  the  Act,  which  reads  : “ No' 

registered  societv  which  has  any  withdrawable  share  capital 
shall  carrv  on  the  business  of  banking.  ^ 

definition  'in  the  Act  as  to  wiiat  is  “ business  of  bankuig  ; 
but  as  clause  3 of  Section  19  reads  that  the  taking  o 
deposits  of  not  more  than  los.  in  any  one  payment  nor 
more  than  £20  from  any  one  depositor,  shall  not  be  includecL 
in  the  business  of  banking  within  the  meaning  of  is^ 
Act,”  there  is  no  alternative  for  any  other  conclusion  tnan 
that  the  taking  of  sums  from  members  or  others  in  amounts 
in  excess  of  los.  in  one  payment,  or  more  than  £20  trom 
one  depositor,  is  “ business  of  banking,”  and  cannot  b 
carried  on  by  societies  with  withdrawable  share  capital. 
But  this  business  mav  be  carried  on  by  societies  with  trans- 
ferable share  capital,  providing  their  rules  allow ; althougti 
(as  pointed  out  verv  clearly  by  Mr  Deans  m ^is  papeD 
societies  with  transferable  shares,  according  to  their  luies 
really  deal  with  these  shares  as  withdrawable  shares  m 
practice  and  are  precluded  from  taking  advantage  o 
Lt  and  doing  “ business  of  banking  ” within  the  meamn^ 
of  the  Act.  In  fact,  the  great  benefit  societies  confei  on 
members  is,  that  the  withdrawal  of  their  shares  in  ordinar\ 

circumstances  should  be  as  free  as  possible.  b 

We  shall  now  revert  to  Schedule  2,  Section  10,  clause  , 
which  determines  that  a society  may  contract  loan^ 
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receive  money  on  deposit,  and  if  so,  on  what  conditions,  on 
Xt  LTuritv  and  to  what  limits  of  amount.  It  is  clear. 
then  S a societv  with  withdrawable  share  capital  can 
contact  Lns  or  receive  deposits,  but  on  y WO'uded 
fnr  in  the  rules  There  is  also  no  limit  to  its  boi lowing 
except  such  uSt  as  its  rules  themselves  fix  and  the  rules 
also  must  specifv  the  conditions  and  securiU  upon  whicl 
die  mriey  Mo  be  borrowed.  It  is  with  this  latter  provision 
t at X chief  difficulty  lies.  What  security  can  a ^ciety 

g"e  in  order  to  comply  with  the  .\ct  ? Now,  - 

arises  with  loans  which  are  procured  under  a bond  ana 

rposidon,  because  this  bond  and  P— 

has  security  for  the  money  given  on  loan.  ’ 

hardly  meets  the  case  of  the  ordinary  member  who  grants 
abln  tTa  society.  It  is  claimed  that  this,  is  met  by  the 
acaeement  form  w'hich  is  used  by  certain  societies. 

"on  the  point  as  to  ranking  of  such  moneys  m he 
case  of  the  liquidation  of  a society,  Mr  Keyden  s opinion 
i^-although  he  guards  himself  by  stating  that  the 
question  might  be  debated  and  decided  differently 
“ That  the  agreement,  while  not  giving  a pre  erenc 

thriender,  wmuld  constitute  a claim  on  ?ffis 

enable  him  to  rank  on  a level  with  . to-  t this 

is  so,  then  I do  not  see  much  to  object  to  in  taking  tn 

money  on  these  agreements.  whole 

Seeing,  then,  there  are  doubts,  w'h\  not  , . 

matter, ®and  follow  the  example  ^3!!! 

the  East  and  West;  and.  apart  from  small 
SLding  which  there  is  no  doubt  as  to  the  power  of  societies 
to\ccept— take  only  share  capital?  If  the  laigest  ^ 

In  Icortand  can  do' its  business  in  this  way,  why  should 

oMgor  the  total  capital  (share  and  loan)  in 

Scotland  amomited  to  £8,017.418,  and  Ae  iiumbei  of 

members  of  societies  was  366,416,  'vhich  woi^  the 

little  over  /21  per  member.  It  will  be  seen  that  tne 

possibility  of  ample  requirements  of  capital  for  P^^  P®^ 

of  the  movement  could  be  adequately  secuied 

all  capital  of  retail  societies  to  share  capital,  doubt 

in  several  cases  w’here  societies  have  ^ . . 

individuals,  matters  might  be  a little  awkward  toi  a t 


b It  I do  not  know  whether  it  would  not  be  an  advantage 
rather  than  otherwise  for  a society  not  to  be  too  dependent 
or  a few  large  holders  of  capital,  but  to  endeavoui  to 
broaden  the  stability  of  the  society  by  encouraging  an 
increase  of  the  holding  of  the  members  generally. 
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Co-operative  Finance. 


By  JOHN  HART. 

The  subiect  of  co-operative  finance  embraces  the 
methods  and  practices  in  vogue  among  societies  of 
raising  and  investing  their  capital,  and  the  mannei 

in  which  those  methods  and  practices  aie  ’^^'"“^ndustrial 
orovisions  of  the  Co-operative  Charter— the  Industrial 

Ld  Provident  Societies  Act  of  1803.  The  subject  is  one 

of  considerable  difficulty  and  ^ 

deal  of  consideration  and  discussion.  Foi  it  is  not  exactly 
easy  to  grasp  and  follow  out  the  application  of  all  the 
unihs— especially  those  bearing  on  the  raising  of  capital 
•ddealt  Xin  L Act.  At  any  rate,  it  is  comparatively 
easy  to  overlook  some  of  them,  and  that  ib  piobabh  the 
reaLn  why  some  looseness  may  here  and  there  ha\e  ciep 

into  our  financial  transactions.  i j • 

The  present  writer  desires  to  emphasise  and  endoise  m 
a few  words  the  able  and  explicit  expositions  of  the  Act 
ah-eadv  given.  The  system  of  having  transferable  shaies 
wliile  alequately  meeting  the  cequu^ments  of  federated 
and  manufacturing  societies,  is  not  at  all  well  adap 
or  convenient  for  retail  societies,  especially  laige  ciU 
societies  where  the  members  come  and  go  ^ gi eat  deal. 
In  all  such  cases  the  transferable  system  is  well-mgh 

unworkable,  and  there  are  good 
the  difficulties  in  the  way  of  carnmig 

pc.f  over  by  what  the  Registrar  has  called  the  mgemom 
expedient  ” of  a transfer  fund,  replenished  from  time  to 
timrby  money  votes  made  by  the  members.  Large 
retail  sLieties,  therefore,  have  almost  no  alternatixe  but 
to  make  their  shares  withdrawable,  take  specihc  boiioNvmg 
powers  in  their  rules,  see  that  their  methods  ot  rarsmg 
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:oans  are  authorised  by  these  rules,  and  that  the  loans  so 
obtained  are  dealt  with  in  such  a way  as  to  })rotect,  as  far 
• is  possible,  the  interests  of  the  lenders,  and  so  as  not  to 
constitute  an  infringement  of  the  law  as  to  banking 
/iz.,  the  taking  deposits  of  over  los.  in  any  one  payment 
ind’  of  more  than  £20  from  any  one  depositor,  and  repay- 

ng  such  deposits  on  demand. 

Finance  is,  as  a certain  school  of  philosophy  would  say, 

‘ a double-faced  unity,”  and  there  is  considerable  truth 
n Charles  Lamb’s  remark  that  the  ” human  species  is 
romposed  of  two  distinct  races— the  men  who  borrow  and 
the  men  who  lend.”  The  lending  or  investing  side  of 
ro-operative  finance  is,  so  far  at  least  as  the  Act  has  to 
do  with  it,  simpler  and  more  easily  grasped  and  applied 
than  the  borrowing  aspect  of  it.  Needless  to  say,  investing 
has  its  difficulties  and  dangers  too,  and  so  long  as  we  are 
co-operators  it  will  clearly  be  impossible  for  us  to  follow 
the  advice  of  Polonius  and  be  neither  borrowers  nor 
lenders.  The  powers  of  investment  given  to  registered 
societies  are  considerable,  and  are  dealt  nith  undei 
Section  38  of  the  Act.  Societies  are  not,  however,  allowed 
to  take  the  role  of  the  ordinary  money-lender,  or  to  invest 


in  the  shares  of  any  society  or  company  other  than  one 
with  limited  liability— a restriction  which  is  probably  also 
meant  to  prohibit  association  with  any  committee,  organisa- 
tion, or  concern  which  may  involve  them  in  financial 
responsibilities  with  unlimited  liability.  The  pri\  ileges 
conferred  by  the  Act  carry  with  them  certain  responsi- 
bilities which  we  cannot  afford  to  ignore,  and  we  shall  do 
well  at  ail  times,  before  entering  into  any  alliance,  to 
ascertain  either  through  the  Union  or  our  law  agents 
how  we  are  likely  to  stand  in  the  matter  of  financial 
responsibility.  A “'good  deal  has  been  written  and  said 
lately  about  co-operative  banks.  The  restrictions  imposed 
by  the  Act  will  very  considerably  limit  their  financial 
operations,  so  far  at  'least  as  their  powers  of  investment 
are  concerned. 

A concrete  example  of  how  a large  society  was  once 
called  upon  to  deal  with,  and  dealt  with,  its  shares  and 
loans  may  now  be  given— example  being,  as  is  well  ^novvn, 
often  more  efficacious  than  precept.  The  shares  ot  tne 
society  in  question  were,  it  appears,  according  to  rule, 
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transferable,  but  the  practice  had  long  been  to  treat  them 

as\vithdrawable,  and  to  accept  and  enter 
oass-books  of  the  members  loans  or  deposits  in  many 
?a«;ps  far  in  excess  of  the  /20  limit.  The  rules  also  specified 
■‘tanlrng ’’  a?  one  of  L societv’s  obje^s  and  one  o 
them  provided  for  a " transfer  fund,  the  puri^ose  ot 
which  was  to  facilitate  the  transfer  of  share  capital  by 
Lting  Lms  from  time  to  time  from  the  reserve  funi 
This  rule  however,  was,  it  seems,  nevei  acted  upon, 
mieht  be  regarded  as  an  ingenious  atteinpt  to  evade  the 
wifit  if  noAhe  letter,  of  the  law,  and  simply  meant  the 
buying  up  or  trafficking  in,  the  society  s own  shaies.  The 
provismns  of  the  Act  which  deal  with  ";i*dra\rable  and 
transferable  shares  and  banking  are  evidently  meant  to 
piote^^^^^  intLsts  of  creditors,  and,  in  the  case  under 

consideration,  it  was  sought  to  be  shown 
were  not  really  prejudiced  or  imperilled  through  the  shares 

being  treated"^  as  withdrawable,  for  the  reason  that  the 
members  joining  and  taking  up  shares  made  up  tor  those 
wrthdrawing-a%dew  which  does  not  meet  the  obvious 
objectiL  Aat  the  shares  withdrawn  might  easily  be 
grLtly  in  excess  of  those  being  taken  up  and  ^^at  the 
membership  instead  of  increasing  might  go  down,  ^o^hmg 
ffiXr  was  done,  however,  for  several  years,  until  after 
the  appointment  of  a public  auditor,  who,  in  the  com  se 
of  his  duties  sent  a special  report  to  the  Registrai,  ^l^ng 
with  the  sodWy’s  aiiiiLl  Return  The  Return  came  back, 
and  the  auditor  w^as  instructed  to  state  that  the  i^T^ie 
ments  of  the  law  must  be  conformed  to  which  provided 
that  if  a society  desired  to  receive  loans  and  deposits 
■emvable  without  notice  its  capital  must  be  strictly 
;Sns&^^^  Further,  the  Chief  Registrar  on  being 
appealed  to  regarding  the  rule  providing  foi  a tmiislei 
fund  ” replied  that  such  a rule  must  in  no  w'ay  be  caiiied 
oui  so  as  to  nullify  or  impair  the  effect  of  the  rule  which 

made  the  shares  transferable.  niaS 

brought  to  this  point,  there  w^as  nothing  loi  it  but  to  make 

tirshares  withdrawable,  put  the  small  deposits  or  sums 

up  to  £20  into  the  share  books,  and  issue  stamped  and 

signed  agreement  loan  pass-books— amounts  in  winch 

^couldonly  he  withdrawn  at  a months  notice— to  those 

members  ^who  already  either  had  £220  m the  funds  o 
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preferred  that  form  of  investment  A circular  was 
accordingly  sent  out  to  the  members  interested,  advising 
toem  of^hese  changes,  and  asking  their  consen  to  the 
necessary  transfers  and  other  arrangements.  It  should 
brLted  that  the  loans  taken  from  members  on  agreement 
do  not  rank  before  a society's  other  creditors,  but  along 
with  them.  This  is.  of  course,  so  far  as  it  goes,  a much 
better  arrangement  than  taking  loans  from  the  members 
which  are  unsecured  to  this  extent  at  least,  that  the\  can 
only  be  met— if  met  at  all-in  the  event  of  ” 

all  the  other  creditors’  claims  have  been  satished.  Loans 
taken  from  members  on  agreement,  repayable 
a month's  notice  of  withdrawal  being  given.  ma\  be 
Loras  debentures  secured  over  the  general  assets  of  a 
society,  and  as  such,  if  provided  for  in  the  rules,  do  not  seem 
to  constitute  any  infringement  of  the  law  =1=  “ . 

The  initiation  of  great  changes  in  a laige 
financial  affairs  naturally  leads  to  a good  deal  o doubt 
and  uncertainty  as  to  how  they  will  work  out,  but  in  th 
case  under  consideration  these  fears  proved  groundless 
The  system  of  having  withdrawable  shares 
[he  members  more  cLhdence  and  tends  Jo  make  hem 
mrrpqse  their  holdings  to  such  an  extent  that,  attei  me 
lapse  of  a few  years,  it  will  probably  be  found  to  be  qui  e 
safe  to  abolish  the  agreement  loans  altogether  T 
[yiter’s  experience  is  that  by  g vmg  our  membeis  cnei> 
facility  for  increasing  their  sav-iigs. 

themselves  the  utmost  responsibility  sanct  oned  b\  the 
law,  we  are  encouraging  them  to  be  thrifty,  and  ^timula  mg 
their  loyalty.  The  magnitude  of  the  issues  invohed,  the 
responsibility  attaching  to  committees  and  ofhcials  in  then 

cap^acitv  as  trustees,  and  the  comparative 
difference  of  many  for  whom  they  act.  all  combine  to  make 
us  take  counsel  together,  and  to  ask  ourselves  whether  oi  no 
we  are  meeting  the  requirements  of  the  law  and  leac-ing  arig 
llLe  X am  entitled  to  look  to  us  fot  gmda.tce  and  sa  e 
and  sound  administration.  It  will  "ot  ^o  'or  an>  oU  . 

sav as  we  may  be  tempted  to  say — that  thingb  a ] 

as\ve  found  them  and  apparently  satisfactory,  tha 

and  a wrong  policy. 


' n 


4 


*1'* 


